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WALTER B. KAHN 



EVEN under normal conditions Italy must be rated 
a poor country. The endowment of natural re- 
sources is scanty, industrial development has been less 
marked than in any of the great powers, and the pre- 
dominant occupation, agriculture, is carried on with 
comparative ineffectiveness. Italy's economic disabili- 
ties have been greatly increased as a result of the war by 
excessive straining of credit and inflation of the cur- 
rency, depreciation of the lira, quintupling of prices, and 
labor troubles. Although, with the exception of the 
railroads, the physical equipment of Italian industry 
and agriculture has suffered little, it is evident that 
extraordinary energy, skill, and political daring will be 
necessary to effect even a slow recovery of economic 
order and stability. 

The extent to which Italy normally must depend upon 
foreign countries for essential basic materials appears 
from a comparison of merchandise imports and exports 
for the five years preceding the war. 

Merchandise Imports and Exports; 
Annual Average, 1909-13 

Million lire 

Imports Exports 

Foodstuffs 694 649 

Raw materials 1,275 3 10 

Semi-manufactured articles 636 582 

Manufactures 814 665 

Total 3,4 J 9 2,212 

It is evident from the table that raw materials consti- 
tute the most important class of Italian imports. The 
reason is obvious. The nature of the merchandise im- 
ports is determined by the poverty of the Italian soil and 
subsoil, and total imports are largely made up of raw 
materials essential either to manufacturing industry or 
to the support of the population. Italy must import 
fertilizer because it has almost no domestic sources of 
supply, and it must import coal because it produces 
domestically only one-thirteenth of its fuel require- 
ments. Among Italy's leading imports (in million 
quintals; quintal = » of a ton) in 1913 were: coal, 100; 
mineral oil, 2; raw and semi-manufactured iron, 7; 
phosphates, 5; Thomas slag, 1; wool, 0.3; cotton, 2; 
grain, 18 (J consumption); other cereals, 4 (t consump- 
tion); and preserved fish, 0.7 (A consumption). Manu- 
factured articles which are also imported in considerable 

1 This article both as to data and conclusions is in large part based upon 
a recent survey and forecast of Italian economic conditions entitled Pros- 
peltive Economiche by Professor Giorgio Mortara, an editor of the Giornale 
degli Economisti. Professor Mortara presents and analyzes a large volume 
of statistical data and his book is a readable, well-rounded account of the 
current Italian economic situation. Besides Prospettive Economiche two 
other annual summaries have been consulted in the preparation of this 
article, Annuario Statistico Italiano and Professor Bachi's V Italia Economica. 
The publications last named, however, are sources of Italian statistical 
material rather than analyses of the Italian economic situation. 
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volume are shoes, cotton and woolen goods, and ma- 
chinery of all kinds. 

During the period 1909-13 the annual total of mer- 
chandise imports exceeded that of the total merchandise 
exports by 1,207 million lire. This constituted Italy's 
annual unfavorable balance or deficit on visible items 
previous to the war. The deficit was approximately 
met by a favorable balance of 1,265 million lire on in- 
visible items as shown by the following table: 

Italian International Balance of Payments on Invisible 
Items; Approximate Annual Average, 1909-13 

Million lire 

Debit Credit 

Emigrant remittances 1,030 

Money carried out by emigrants 115 

Tourist expenditures in Italy '. 600 

Italian tourist expenditures abroad 100 

Freights, net balance 60 

Interest on Italian investments abroad 50 

Interest on government debt held abroad 60 

Interest on foreign investments in Italy 160 

Resident foreigners remittances abroad 40 

Total 475 *,74° 

Favorable balance 1,265 

It may be said that Italy depended chiefly on emigrant 
remittances and tourist expenditures to pay for essential 
raw materials. In exchange for supplies of prime im- 
portance to its economic life Italy traded luxuries or 
goods of secondary importance to the importing coun- 
try. For coal, fertilizer, cotton, and grain, it sold to 
foreign lands the labor of its emigrants and to foreign 
tourists the smile of its sun and the memory of its past 
greatness. 

During and since the war Italy's unfavorable balance 
on merchandise items has greatly increased. The excess 
of merchandise imports over exports in 191 9 amounted 
to 10,000 million lire compared with 1,207 million lire in 
1909-13. In 1919 foodstuffs and raw materials reached 
90 per cent of the total excess compared with 83 per cent 
in 1909-13. The excess of merchandise imports by 
classes of commodities is given in the following table: 

Excess op Merchandise Imports 
Million lire 

Average 1000-13 1010 

Foodstuffs 45 4,300 

Raw materials 959 4,700 

Semi-manufactured articles 54 900 

Manufactures 149 100 

Total 1,207 10,000 

For the year 1920 merchandise imports (bought at 
higher prices than in 1919) exceeded exports by about 
the same sum, 10 billion lire. These high figures for 
1919 and 1920 do not mean that the physical quantity 
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of imports has increased. On the contrary there has 
been a diminution in the provision of basic materials 
necessary for manufacturing, for transport, and for 
agriculture. On the credit side the decrease in food 
exports is the most important single change in Italian 
foreign trade, and may in large part be a result of the 
decrease in imports of fertilizers. 

Emigrant remittances and tourist expenditures have 
not kept pace with this increased unfavorable balance 
of merchandise items. Italy's adverse balance of trade 
has been met by borrowing. During the war, credits 
granted by the British and American governments paid 
for the excess of merchandise imports. Since the armi- 
stice government credits have no longer been forthcom- 
ing, so that during the past two years Italy has had to 
rely upon private credits amounting to a total of 15-18 
billion lire. Italian manufacturers are encountering 
increasing difficulty in obtaining credits and hence in 
securing raw materials. 

This difficulty has been accentuated by increased 
issue of paper money, which has resulted in deprecia- 
tion, higher prices in Italy, and further depreciation of 
the purchasing power of the lira abroad. Government 
and bank notes increased from 2,698 million lire in June 
1915 to 13,332 million in October 1918, and to 21,810 
million on December 10, 1920. The total metallic 
reserve against bank notes and deposits of the three 
banks of issue fell from 8.9 per cent October 31, 191 8 to 
7.1 per cent September 30, 1919, and has since fallen 
further. Government food subsidies have somewhat 
restricted the rise in the cost of living, although it is 
now five times the pre-war cost. Other prices have 
moved irregularly, Bachi's (old series, base 1913 = 100) 
index for December 1920 being, for cereals, 481; tex- 
tiles, 675; metals and minerals, 928; other goods, 620; 
all commodities, 635. Coal and iron, which are Italy's 
most important imports, have risen more markedly than 
textiles, which Italy exports. During the year 1920, 
Italian prices continued to rise, showing peaks in April 
and November. Only in the last two months has there 
been a decline. In December 1920 the domestic pur- 
chasing power of the lira was about 16 per cent of 1913. 
The purchasing power of the lira abroad, however, was 
only about one-eleventh of that in 1913; for last fall it 
took about 5 i times as many lire to buy a dollar and a 
dollar buys about half what it did in 1913. 1 The possi- 
bility of further issues of paper currency lowers the ac- 
ceptability of lire abroad and so increases the handicap 
of the Italian manufacturer who needs raw materials. 
Stabilizing of government finance is the first step to be 
taken toward Italian economic recovery. 

Further issues of paper money depend upon govern- 
ment finance of which more is said later. The unfavor- 
able balance of merchandise trade seems likely to persist, 
for Italy has not natural resources which can be ex- 
ploited. Emigrant remittances are unlikely to increase 
immediately, partly because of the world-wide depres- 

1 Since December the lira has recovered from about 3.30 to 4.60 cents, 
or to about one-fourth the pre-war exchange rate. 



sion and partly because of the higher standard of living 
to which emigrants have become accustomed. Tourist 
expenditures are not apt to expand rapidly because 
conditions in Italy do not encourage travel. 

The physical capacity for production in Italy has not 
been seriously damaged by the war. The population, 
not including the i£ millions in redeemed territory, is 
still about 36 millions; war losses, a declining birth rate, 
and the epidemic of influenza having been balanced by 
Italians returning from abroad and by cessation of usual 
emigration. 

Hydro-electric power has increased by two-thirds. 
Energetic search for subsoil resources has revealed some 
new deposits of iron and lignite. Textile equipment has 
not been injured, while iron, steel and mechanical, as 
well as chemical, industries have received the impetus of 
war business. Losses to mercantile marine have been 
made up by seizure and sequestration. On the other 
hand, there have been losses. Failure to obtain fer- 
tilizer has damaged agriculture to an extent reflected by 
the huge increase of the excess of foodstuffs imported. 
Considerable inroads were made upon forests to provide 
fuel. Building has been at a standstill. Most serious 
have been the deterioration of railroad equipment on 
Italy's scant n,ooo miles of railroad and the growing 
incompetency, irregularity, and lack of discipline of 
railroad personnel. 

The injury to the physical equipment of Italian indus- 
try and agriculture has not been grave, but the wide- 
spread discontent of Italian labor does constitute a 
serious obstacle to progress. The seizure of the factories 
last fall is an indication of the current feeling of ex- 
asperation which has contributed to lessen efficiency of 
work in all fields. A militant communist party has 
taken advantage of the current discontent and is carry- 
ing on a lively propaganda against existing institutions. 
Since the beginning of the year a patriotic anti-radical 
party (the party of Fascisti) has been formed to fight 
anti-patriotic communistic violence generally. Savage 
encounters between Communists and Fascisti have 
taken place all over Italy, with reprisals and counter- 
reprisals. Many provinces have had to be put under 
martial law, and the disorders still continue in Florence, 
Bologna, and elsewhere. The resentment following upon 
such conflicts is certain to prolong the present period of 
unwillingness, negligence, and lack of discipline. 

The possible prosperity of individual trades, however, 
depends upon markets as well as restored capacity for 
production. The export of wines (about 70 million lire, 
annual average 1909-13) has suffered by loss of Central 
European and American markets, and Spanish competi- 
tion has stiffened as a result of the war. Estimated at 
pre-war prices exports in 1919 reached 35 million lire; 
1920 shows slight improvement. Fruits, pot herbs, 
olives, and olive oil are all in a favorable position both 
as to production and probable export price. 

Far more important is the silk industry, which in 
pre-war times contributed about one-fourth of the total 
Italian exports. Cocoons and silk reached in 1919 
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hardly 50 per cent of the quantity of pre-war produc- Italian Public Debt on October 31, 1920 

tion and about 66 per cent in 1920. The development Million lire 

of Asiatic competition during the war and the recent De bt previous to August 1, 1914 13,439 

collapse of the silk market are serious blows to Italian New consolidated debt (Prestiti Nazionali) . . 35,450 

economy. The cotton industry (contributing about one- Treasury bonds (3 and 5 years) 4,570 

tenth of the exports in 1909-13 and employing 200,000 Treasury bonds (ordinary) 10,740 

workers) shows a marked decrease in production, partly Jonds held abroad and United States credits 20 '™ 

, , , ,.„ ..... . , Government notes 2,209 

because of the difficulty of getting supplies, and partly fiank notes for govemment account IO)438 

from labor troubles. Since the introduction of an 8-hour Current loans 572 
day the average daily product per spindle has dropped Total 98,072 
from 160 to 140 grams. With modern plant and avail- 
able electrical energy, however, the cotton industry been shaken by the failure to set public finances in order, 
only waits upon the development of the Near Eastern and by the government's rulings that tax-exempt bonds 
market, a development which should be furthered by were not exempt from general taxes, but only from 
the recent assignment to Italy of the port of Adalia as a special capital taxes, and that all government bonds 
sphere of influence. The growing and manufacture of must be registered with name of holder, although they 
hemp is likewise an important growing industry. In were marketed with option of registration or payment to 
1919 the hemp crop was worth about 500 million lire bearer. The foreign debt weighs most heavily; at the 
and the exports 450 million lire. The Italian woolen present rate of exchange it would be equivalent to over 
industry (50 million lire export, annual average 1909- 100 billions of domestic debt. 

13) lost its South-American and Far Eastern markets It is imperative that no further government deficit 

during the war. In addition to this handicap the in- arise. To this purpose Giolitti "has addressed himself 

dustry is also suffering from the general depression in with energy. The Italian national income was esti- 

wool markets. mated at 20 billion lire (annual average 1909-13), of 

The greatest single permanent handicap to Italian which 4 billions was taken by the central government, 
industry is the lack of coal, of which about io| million provinces, and communes. In 1920 the national income 
tons is required annually. National production (con- is estimated at about 75 billions, of which the national 
sisting in large part of lignite which is only one-fourth as government absorbs by taxation, borrowing, and cur- 
effective as anthracite) was in 1913, 0.7 million tons; in rency issues 26 billions, and minor entities, 4. Reduction 
1918, 2.2 millions and in 1919, 1.2 millions. Hydro- of government expenditures is particularly difficult in 
electric power increased from 900,000 horse power in Italy where sectionalism is still strong, and the gov- 
1914 to 1,500,000 in 1920. Obviously Italians must de- ernment, resting on a bloc majority, must be sensitive 
pend upon import coal. Before the war this cost them to group and personal interests. Military expenditures 
delivered about double the American, English, or Ger- decline slowly: (1917-18, 19.4 billion lire; 1918-19, 
man price. Relief from this heavy burden may possibly 20.6; 1919-20,14.1; 1920-21, estimate 13.0). Personnel 
be effected by two uncertain factors: the German coal of government administration, and particularly of rail- 
assigned to Italy under the Treaty of Versailles (6 mil- roads, has grown and is difficult to reduce (1915, 340,000 
lion tons for 1920-21, 7.5 million tons for 1921-22; Spa state employees, at 900 million lire; 1920, 470,000 state 
agreement 180 thousand tons a month), or the product of employees at 5,000 million lire) . Finally, among govern- 
the Eraclean (Eregli) deposits recently assigned to Italy ment expenditures there is the bread subsidy amounting 
by the Conference at London. That the iron and steel to about 6 billion lire. 

industry in Italy should produce only three-tenths of The yield of taxes has not kept pace either with rise of 

one per cent of the world's output (1913) is a result of incomes or rise of prices. Notwithstanding numerous 

that country's lack of coal and iron deposits. What new taxes, state income has not grown appreciably 

iron development there has been rests on protection and faster than national income; state expenditure has. 

war needs. Cost of production of pig iron per ton in For the current year 1920-21 expenditure was esti- 

1913 was 33 per cent greater in Italy than in England, mated at 26 billions, income at 12, with a deficit of 13 or 

The future of the industry is uncertain, resting either on 14- Giolitti has recently taken energetic measures: 

protection or, if mechanical trades are to be relieved of taxes have been notably increased ; tax bureaus 

the burden of consequent higher prices, on subvention, strengthened and, in the face of stubborn obstruction 

In any case the industry is not a peace time asset. of the Socialists and a decline in the parliamentary 

The constitution of the public debt, amounting to majority, the price of bread has been raised. How 

about 98 billion lire on October 31, 1920, is given in the successful these efforts will prove remains to be seen, 

following table. Giolitti has honestly faced the painful difficulties of 

This debt is both a reflection and a partial cause of stabilizing Italian economy. This program, however, 

Italian economic difficulties. Half-hearted tax policies may be repudiated at the approaching general elec- 

forced continual recourse to issues of paper money, tions. 

which in turn caused higher prices, labor discontent, With rigid economy, more resolute tax officials, and 

and a weakening of public credit. Public confidence has reduction of military expenditure the national budget 
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(except for interest payment abroad) might be stabil- 
ized. The most serious difficulties to overcome, how- 
ever, are non-financial. Irresponsible and vindictive 
conduct of labor in the industrial centers may continue 
for many years, for the doctrine of the class struggle has 
been deeply implanted, the resentment aroused by the 
recent riots has been bitter, and habits of irregularity 
and negligence have been confirmed. The moderate 
majority of organized labor accepts the principle of 
Giolitti's plan of labor participation in industrial 
management, but the employers are opposed, and the 
numerous radical elements will refuse any kind of 
cooperation, at least as long as there is a de facto Com- 
munist government in Russia. Industrial development 
must wait upon satisfactory labor conditions, credits 



with which to purchase raw materials, and recovery 
from the general depression. 

Even with favorable developments Italy's recovery 
must be slow. Small wonder that Italian hopes turn 
toward the cancellation of the foreign debt. At best, its 
payment in small installments over a long period of 
time is a remote possibility. The recovery of the lira to 
par seems actually impossible. It can be considered a 
remote possibility only if the interest on the foreign debt 
is refunded, if it is assumed that the uncertain items will 
all develop favorably, and if a policy of deflation is pur- 
sued vigorously. Poverty of natural endowment makes 
Italy normally the poorest of the major Allies, and the 
difficulties developed by the war are more acute there 
than elsewhere. 



